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INSTRUCTIONS

(References are to the .Internal Revenue Code)

KA. General.—Report sales or exchanges of capilal assets and
sales or exchanges of property other than capital assets in Schedule
D. Every scle or exchange of property, even though no gain or
loss may be indicated, must be reported in detail.

B. Definition of capital assets.—The term '‘capital assets’”
means property held by the taxpayer (whether or not connected
with its trade or business), but does not include (1) stock in trade
of thn taxpayer or other property of a kind which would properly
be included in the inventory of the taxpayer if on hand .t the close
of the taxable year, or property held by the taxpayer primarily
for sale to customers in the ordinary course of its trade or business:
or (2) property used in the trade or business, of a character which
is subject to the allowance for depreciation provided in section 167,
or real properly used in the trade or business of the taxpayer (see
below); or (3) certain copyrights, Hterary, musical, or artistic compe-
sitions, or similar properties; or (4) acccunts or notes receivable
acquired in the ordinary course of trade or business for services
rendered or from the sale of property described in (1) above; or (5)
an obligation of the United States or any of its possessions, or of a
State or any political subdivision thereof, or of the District of
Columbia, issued on or after March 1, 1941, on a discount basis
and payable without interest at a fixed maturily date not ex-
ceeding 1 year from the date of issue. (Sec. 1221.)

The akove definition is modified in the case of life insurance
companies in that the exclusion of item 2 (property used in a trade
or business, etc.) relates only to property used in carrying on an
insurance business. (Sec. 817(a)(2).)

The term "‘property used in carrying on an insurance business’’
means those assets used in the operation of the insurance trade or
business. These assets include such items as the home office build-
ing, branch offices, office equipment, and furniture and fixtures.
These assels do not include the investment assets from which interest,
rents, dividends, and royalties are derived. Thus, the gains or
losses fromn the sale or exchange of depreciable assets attributable
to any trade or business (other than an insurance business) carried
on by the life insurance company, such as renting various pieces
of real estate, or operating a radio station, a housing devela yment,
or a farm, will be treated as gains or losses from the sale or ex-
change of capital assets.

C. Gains from section 1245 or 1250 property held more than
6 months (Part I)..—(Report any gain from such property
held for 6 months or Jess in Part IV.) Except as provided
below section 1245 property means depreciable {a) personal prop-
erty (other than livestock) including intangible personal property;
(b) tangible real property (except for buildings and their structural
components) if used as an integral part of manufacturing, produc-
tion, or extraction, or of furnishing transportation, communications,
electrical energy, gas, water, or sewage disposal secvices, or used
as a research or storage facility in connection with these activities;
and (c) elevators or escalators.

Except as provided below section 1250 property means depre-
ciable real property (other than section 1245 property).

See sections 1245(b) and 1250(d) for «.ceptions and limita-
tions involving: (@) disprsition by gift; (b) certain tax-free trans.
actions; (c) like kind exchanges, involuntary conversions; and (d)
sales or exchanges to effectuate FCC policies and exchanges to
comply with SEC orders.

Column £ of Part 1.—In computing depreciation allowed or
allowable for elevators or escalators enter in column f-1 deprecia-
tion prior to July 1, 1963 and in column {2 depreciation after
June 30, 1963.

Column i of Part I, section 1250 proparty only.—If held for
more than 6 months, but not more than 1 year, enter the smaller of

{1) column h, or
(2} column {-2

It heid for more than 1 year, enter the result of multiplying the

smoller of -

(1) column h, or

(2) column {-2 less the amount of depreciation computed for

the same period using the straight line method,

by the percentage obtained by subtracting from 100%, onc per-
centage point for each full month the property was held in excess
of 20 months. Where substantial improvements have been made
within the preceding 10 years, see section 1250(f).

Gain on sales by a **controlled’” corporation.—In the case of
a sale or uxchange, directly or indirectly, of property belween an
individual and u corporation more than 80 percent in value of the
outstanding slock of which is owned by such individual, his spouse,
and his minor children and minor graudchildren, any gain recog-
nized to the transferor from such sale or exchange shall be treated

as gain from the sale or exchange of property which is neither a
capital asset nor properly described in section 1231, if such_prop-
erty in the hands of the transieree is depreciable under section 167.
Secticn 1239.

D. Gains and losses from involuntary conversion and from
the sale or exchange of certain property used in the trade or
business.—Section 1231 of the Code provides in part that where
the gains from the sale or exchange of property used in the trade or
business and held more than 6 months exceed the losses, each
gain and loss is treated as though it was from the scle or exchange
of a long-term capital asset. Where the losses exceed the gains,
then each gain or loss is considered as not being from the sale or
exchange of a capital asset, with the result that ordinary gain or
loss is realized.

Section 817(a) provides that in applying section 1231(a), the
term ‘‘property used in the trade or business’ shall be treated as
including only (1) property used in carrying on ca insurance busi-
ness, of a characicr which is subject to the allowence for deprecia-
tion provided in section 167, held for more than 6 months, and real
property used in carrying on an insurance business, held for mere
than 6 menths, which is not described in section 1231(b)}{(1)(A)
(relating to property includible in inventory), section 1231({b}{1)(B}
(relating to property held for sale to customers), or section
1231 (b){1)(C) (relating to a copyright, a literary, musical, or artistic
composition, etc.); and (2) to timber, coal, and domestic iron cre to
which seclion 63! applies. See instruction B.

The total shown on line 5 determines whether the items reflected
therein represent a long-term capital gain or an ordinary loss. In
either case, after the initicl determination the items must be segre-
gated into (1) assets held on December 31, 1958, where the F.M.V.
exceeded the adjusted basis on that date, and (2) other, and the
totals entered inlo the appropriate schedules of Part Il or Part IV.

E. Basis,—The “basis” for certain property is not subject to
the same rule for reporting gains as for losses.

(a). Gain on property held on December 31, 1958—Section
817(b)(1)—in effect, limits the amount of gain that is to be recog-
nized on the sale or other disposition of certain property held by the
company on December 31, 1958. This is accomplished by treating
the gain on the sale or other disposition of such property as an
amount (but not less than zero) equal o the amount by which the
gain (determined without regard to 81 7(b)(1)) exceeds the difference

{ween the fair market value on December 31, 1958, and the
adjusted basis (as provided in sec. 1016(a) of the Code) for determin-
ing gain as of such date. This limitation on the amount of gain
recognized applies only if (1} the property was held by a life in-
surance company on December 31, 1958, (2) the fair market value
of the propuity on December 31, 1958, is greater than the adjusted
basis for determining gain as of that date, and (3) the taxpayer has
been a life insurance company at all times on and after December
31, 1958, until the date of sale or other disposition of the property.

(b). Certain substituted property acquired after December 31,
1958—Section 817(b)(2)—provides certain rules for property
acquired after December 31, 1938, and having a substituted basis
within the meaning of section 1016(b). Subparagraph (A) of
section 817(b)(2) provides, for purposes of section 817(b){1), that
such property shall be deemed as having been held continuously
by the taxpayer since the beginning of the holding period of the
preperty, determined in accord with section 1223. Subparagraph
(B) provides, for purposes of saction 817(b)(1), that the fair market
value and the adjusted basis shall be that of that property for which
the holding period taken into account includes December 31, 1958.
Subparagraph (C) provides that section 817(b}(1) shall apply only
if the property or properties the holding pericd of which are taken
into uccount were held only by life insurance comicnies after
December 31, 1958, during the holding pericds so taken into ac-
count. Subparagraph D provides that the ditference between the
fair market value and the adjusted basis referred to in 817(b)(1)
shall be reduced (but not below zero) by the excess of (i) the gain
that would have been recognized but for section 817(b) on all prior
sales or dispositions after December 31, 1958, of properties referred
to in section 817(b)(2)(C), over (ii) the gain that wus recognized

‘on such sales or other dispositions. Subparagraph (E) provides

that the basis of such property shall be determined as if the gain
which would have bsen recognized but for section 817(b}, were
recognized gain,

Section 817(b)(3) provides that the term “'property” (for purposes
of (a) and (b}, above) does not include insurance and annuity
contracts {(and contracts supplementary thereto) and property
described in paragraph (1) of saction 1221 (relating to stock in
trade or inventory-type property).



(c). Property held on December 31, 1958, and certain substituted

roperty acquired after December 31, 1958.—In determining loss

or such property (described in {a) and (b), above) the basis is cost,
adjusted as provided by section 10186.

(d). Other property acquired after December 31, 1958.~~Where
property, other than property described in (b) above, was purchased
after December 31, 1958, the basis is cost, adjusted as provided in
section 1016, Where property was acquired by bequest, giit,
involuntary conversion, or wash sale of stock; see sections 1014,
1015, 1033, and 1091, respectively.

F. Liosses.~Losses from sales or exchanges ot capital assets
shall be allowed only to the extent of gains from such sales or ex-
changes. However, the amount of a net capital loss sustained in
1959 and subsequent years may be carried over to each of the 5
succeeding taxable years (or to the extent such loss is atiributable
to a foreign expropriation loss to each of the 10 succeeding taxable
years). A net capital loss shall be treated in each such sue-
ceeding taxable year as a shortterm capital loss to the extent
not allowed as a deduction against any net capital gains of any
taxable year intervening between the taxable year in which the
net capital loss was susiained and the taxable year to which
carried.

A net capital loss for any taxable year beginning before January
1, 1959, shall not be taken inlo acccunt. (Sec. 817(c).)

1{a). Losses on securities becoming worthless.—If any securities
(as defined below) become worthless within the taxable year and
dare capital assets, the loss resulting therefrom shall be considered
as a loss from the sale or exchange, on the last day of such taxable
Year, of capital assets. Section 165(g)(1).

{(b). Definition of security.—For the purpose of determining capital
losses under section 165, the term ““security’ means a share of stock
in a corporotion; a right to subscribe for, or to receive, a share of
stock In a corporation; or a bond, debenture, note or certificate, or
other evidence of indebtedness, issued by a corporation or by «
government or political subdivision thereot, with interest coupons or
in registered form. However, securities issued by certain affiliated
corporations shall not be deemed capital assets.  Section 165(g)(3).

2. Losses not allowable.—No loss shall be recognized in any
sale or other disposition of shares of stock or securities where there
has been acquired substantially identical stock or securities, or
there has been entered into a contract or option to acquire sub-
stantiaily identical stock or securities, within 30 days before or
after the date of such scle or disposition, except in cases of dealers
in stocks and securities which have sustained the loss in a trans-
action made in the ordinary course of business. Section 1091.

Except in the case of distributions in liguidation, no deduction
shall be allowed in respect of losses from sales or exchanges of
property, directly or indirectly, between an individual and «
corporation in which such individual owns, directly or indirectly,
morae than 50 percent in value of the outstanding stock; or {except
in the case of distributions in liquidation) between two corporations
more than 50 percent in value of the outstanding stock of each of
which is owned, directly or indirectly, by or for the same individual,
if either one of such corporations, with respect to the taxable year
of the corporation preceding the date of the sale or exchange was,
under the law applicable to such taxable year, (1) a personal hold-
ing company, as defined in section 542, or {2) o foreign personal
holding company, as defined in section 552. (For the purpose of
determining the ownership of stock, in applying this paragraph,
see sectlon 267.)

G. Gain on transactions occuzring prior to January 1, 1959.—
Section 817(d) provides that any gain from the sale or exchange of @
capital asset, and any gain considered as gain from the sale or
exchange of a capital asset which results from scles or other disposi-
tions of property prior to January 1, 1959, shall not be included.

H. Emergency facilities.—If emergency facilities are sold or
exchanged, see section 1238.

I. Long-texm capital gains from regulated investment
comtpanies.—Include in income as a long-term capital gain the
amount the corporation has been notilied constitutes its -hare of the
undistributed capital gains of a regulated i{nvestment company.

J. Short sales of capital assets.—For rules regarding tax
consequences of certain short sales of stock or other securities
(including those dealt with on a "“when issued”’ basis), and trans-
actions in commodity futures, see section 1233.

Speéific Instructions for Parts II Through IV

Column (a) descripticn.—Enter full description of each item of
property sold or exchanged, even though no goin or loss may be
indicated. Such description should include the following facts:
(a) For real estate, location and description of land, description of
tmprovements, details explaining depreciation; (b) for bonds or
other evidences of indebtedness, name of issuing corporation,

description of the particular issue, denomination, and amount; {(c)
for stocks, name of issuing corporation, class of stock, number of
shares, and capital changes affecting basis (nontaxable stock
dividends, other nontaxable distributions, stock rights, etc.).

Column (e) depreciation.—Enter in column "e'* the amount of
depreciation, exhaustion, wear and teur, obsolescence, amortiza-
tion and depletion in respect of the property. This amount shail
be the sum of the following:

(a) The: amount of depreciation, exhaustion, wear and tear,
obsolescence, amortization, and depletion which has been allowed
(but not less than the amount allowable) in respect of such property
since dale of acquisition. For any period after December 31,
1851, the amount of depreciation, etc., allowed (and which is in
excess of the amount allowable) shall be disregarded to the extent
that such excess does not result in n reduction for any taxable year
of the taxpayer's income tax; and

(b) The amount of depreciation, exhaustion, wear and tear,
obsolescence, amortization, and depletion actually sustained:

(1} Prior to March 1, 1913, if the preperty was acquired before
that date; or

(2} Since February 28, 1913, and before January 1, 1958,
with respect to property to which section 1016{a)(2) was inappli-
cable during such period.

Column (f) basis.—If the amount shown as the basis is other
than actual cash cost of the property sold or exchanged, full details
must be furnished regarding the acquisition of the property. Sub-
sequent improvements to be entered in column “f"’ include expendi-
tures for additions, improvements, renewals, and replacements
made to restore the property or prolong its useful life. Do not include
ordinary repairs, interest, or taxes in column “{" or elsewhere in
computing gain or loss. Also, see General Instruction E.

Column (g) gain (loss).—Except where section 817 is appli-
cable, the gain or loss is the result of column 'd” plus column *'e”’, less
column “f.”” Where section 817 is applicable, complete columns
“a” through """ and attach a schedule showing the method of com-
puting the gain reported in cciumn *'q.” See General Instruction E.

Columns (h)-(k}.—These columns are to be used only in those
cases where the fair market value of such property held or deemed
held on December 31, 1958, exceeds the adjusted basis for determin-
ing gain as of such dute.

Lige 4.—Enter each section 1231 item not carried over from
line 3.

\ Lize S.—Enter the total of the section 1231 items, described in
ine 4.

Line 6.—Enter each shortterm copital gain (loss). The term
“short-term” applies to the category of gains and losses arising
irom the sale or exchange of capital assets held 6 manths or
ess.

Line 7.—Enter your net short-term capital gain orloss. The term
“net short-term capital gain ' means the excass of the total of all of the
short-term capital gains over the total of the short-term capital losses.
The term “‘net short-term capital loss” means the excess of the
total of the short-term capital losses over the total of all of the short-
term capital gains. This total should also be entered on line 13.

Line 8.—Enter the total of the applicable items from Part Il and
each long-term capital gain from assets held on December 31,
1958, where the fair market value exceeded the adjusted basis on
that date. The term “long-term’” applies to the category of gains
and losses arising {rom the scle or exchange of capital assets
held more than 6 months.

Line 9.—Enter the total of the long-term capital gains described
in line 8.

Line 10.—Enter each long-term capital gain {loss) that does not
qualify under line 8.

Line 11.—Enter the total of the gains and losses that are shown in
line 10, column g.

Line 12.—Enter your netlong-icrm capital gain orloss. Theterm
'net long-term capital gain’ means tiie excess of the total of all of the
long-term capital gains over the total of ti:e long-torm capital losses.
The term '‘net long-term capital loss’’ means the excess of the total
of the long-term capital losses over the total of all of the long-term
capital gains. This total should alse be entered on line 14.

Alternative tax.—It the net long-terin capital gain exceeds the net
short-term capital loss, then, in lieu of the normal tax and surtax
imposed upon taxable ir~ome, there is imposed an alternative tax
(if such tax is less than t..e normal tax and surtax). The alterna-
tive tax is the sum of /1) a partial tax, computed at the normal
tax and surtax rates on the taxable income determined by reducing
the taxable investment income, and the gain from operations, by the
amount of the excess of the net long-term capital gain over the net
short-term capital loss, and (2) 25 percent of such excess. .

Controlled Corporations.—Controlled corperations see Tax
Computation Instructions ot 1120-L.
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